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Re:  Implementation of the Non-Accounting Safeguards of Sections 271 and 272 of the
Communications Act of 1934, as amended; and Regulatory Treatment of LEC

Provision of Interexchange Services Originating in the LEC's Local Exchange Area,
CC Docket No. 96-149

Dear Mr. Caton;:

On Friday, November 22, 1996, Tony Epstein and I met with Suzanne Tetreault and Debra
Weiner. The purpose of the meeting was to review MCI's position in this proceeding as stated in

MCT's comments. The attached documents were used during the meeting and outline the topics
discussed.

Due to the late hour of the meeting two copies of this Notice are being submitted to the Secretary

of the FCC in accordance with Section 1.1206(a)(1) of the Commission's rules the next business
day.

Sincerely,

Kimberly M. Kirby

cc:  Suzanne Tetreault
Debra Weiner
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Sections 271(e)(1) and 272(g)

The focus of Section 272, and this rulemaking, is the requirements for BOC separate
affiliates and the competitive safeguards necessary in order to ensure that the BOCs do not abuse
their market power. The focus of Section 271(e)(1) is to prevent, for a limited time, one category
of interexchange carriers from certain marketing practices relating to BOC local services that they
have a right to resell on an unseparated basis. The two sections serve very different purposes.
They are not intended to be interchangeable nor should they be interpreted as such.

Thus the Commission's focus in this proceeding should be that competitive safeguards for
BOC affiliates are necessary in order to prevent the abuse of market power. The 1996 Act
recognizes the BOCs' continuing local market power in a myriad of ways, including stringent
conditions that must be satisfied before granting in-region authority as well as the separation and
other requirements of section 272. These requirements, which are imposed on the BOCs, not the
IXCs, are a legislative recognition that the marketplace already restricts the IXCs with respect to
market power and therefore the BOCs require greater restrictions in order to create a "truly"
level playing field. The legislature did not similarly restrict the IXCs and other new entrants.

Sections 271(e)(1) and 272(g) should be interpreted in a manner that recognizes the vast
differences in market power.

While MCI and other new entrants may have name recognition in the long distance
market, the BOCs have a business relationship with every single residential and business
customer in its region and at least equal name recognition due to advertising paid by captive
ratepayers, including interexchange carriers. MCI must overcome that 100 percent market
disadvantage and will not be able to do so if regulated to the same degree, or even similarly, as
the BOC affiliate. That is why the act does not require MCI or any other interexchange carrier to
provide any local services on a separated basis, including resold BOC services. The restrictions
that the BOCs would impose on the large IXCs prior to the BOCs' obtaining in-region authority
(i.e., separate sales channels for local and long distance services), would create a de facto

separation requirement for IXCs, which is directly contrary to the language, intent, and structure
of the 1996 Act.
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Noncompliance With Section 272

There are indications that the BOCs are already building in-region LD facilities and engaging in other
preparatory activities in anticipation of in-region LD authority. For example, a September 23, 1996
Telecommunications Reports article quotes Alfred Binford, Chief Executive Officer of Bell Atlantic
Communications, Inc. (the long distance unit) as stating that Bell Atlantic intends to complete its in-region

LD network in 1997, about when it expects to receive in-region authority, which means that work is well
underway by now. See attachment.

There are no indications that these ongoing activities are being carried out in conformance with the
separation requirements of Section 272, which requires total physical and operational separation between a
BOC's local and in-region LD activities. Thus, local and access ratepayers may well be funding these LD
activities through the application of the local service entity's resources.

It makes no difference that the BOCs have not yet actually started to provide in-region LD service
and that once they do start, they will be required to provide such services only through separate affiliates in
accordance with the rules established in CC Docket No. 96-149. If ratepayers are funding any part of these
in-region LD activities, or if the BOC's local service entity is contributing any personnel or other resources to
such activities, massive cross-subsidies and discrimination will have already taken place before a BOC
receives in-region authority. At that point, the costs associated with building in-region interLATA facilities
will be intermingled with local exchange costs in the BOCs' regulated accounting system. The addition of
these improper costs to local exchange activities will have the effect of depressing earnings on services that
are today rate regulated or price capped in the intrastate and interstate jurisdictions. Since the vast majority
of price cap or incentive-based regulatory plans are linked to BOC earnings, the addition of costs as
substantial as those required for construction of an interLATA network will have the effect of causing
ratepayers to subsidize their construction. Moreover, the participation of the BOC's local exchange entity or
contribution of any of its expertise or other resources to such construction would result in discrimination,
since the BOC LD operation would receive a benefit available to no other entity. Thus, the purposes of
Section 272(b) will have been sabotaged in advance.

Accordingly, the Commission needs to take prophylactic action now, in order to prevent any further
harm from the mingling of local and in-region LD resources by the BOCs. First, the Commission should
require the BOCs to cease and desist from all further in-region LD construction and other preparation
activities until final separation rules can be established in CC Docket No. 96-149. Second, the Commission
should require the BOCs to provide detailed financial reports of all activities to date relating in any way to
such activities immediately, including the identification of whether plant constructed to date s LD or was
installed to upgrade the local network, and capitalized engineering costs, which reports shonld be made
available to the public. Third, once separation rules are established in CC Docket No. 96-149, and the BOCs
set up separate LD affiliates in conformance with such rules, such affiliates should be required to reimburse
the BOCs' local service entities for the resources provided to the LD preparation efforts prior to the cease and
desist order. Such charges should also be reflected in any imputation analysis in reviewing whether a BOC's
in-region LD services cover all of their costs.
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Belis, GTE Lay Out Marketing Strategles,
Swap Success Stories at New York Conference )

For what may be the last time ever, the seven Bell regional holding companies (RHCs) and GTE
Corp. got together last week to discuss their strategies for maintaining local exchange market share
while gaining long distance customers. While the tenor of the conference was congenial, speakers were
very aware that others in the room soon will be their competitors.

But at least for now, the RHCs remain united against a common enemy: the interexchange carri-
ers that want to lure away local exchange customers. “We've got a lot more in common right now than
we have differences. We can all help each other by being successful,” one Bell company executive told
TR. “When one is successful, we’re all success-
ful.” The challenge for the RHCs is clear: They

must compete and win in their core local ex- HIQHUIGHTS: Bell companies say
change service markets if they are to survive. common goals outweigh differences, for
And, like most other telecom service providers, now. . .Dillon, Reed analysts see strong,
they are secking to become “all-in-one” providcrs “sustained growth” for Bells. . .Target
of local exchange, local toll, long d:stance, wire- marketing becoming key strategy for at-
less, and video services. tracting, retaining customers.

In opening remarks at the Sept. 18 confer-
ence sponsored by invéstment bankers Dillon, o
Reed & Co., Inc,, in New York, Senior Vice President William D. Vogel said his bullish investment
stance on Bell company stocks is based in part on their “aggressive marketing” to position themselves as
full-service providers. He noted that the Bells’ collective $21 billion marketing efforts have outpaced
those of potential competitors, including AT&T Corp. But advertising budgets notwithstanding, Wall
Street apparently remains skeptical that the Bells can make a smooth transition from being monopolists

to aggressive marketers. The Bell companies’ stock prices have lagged well behind the projections of -
Mr. Vogel and several other “buy-side” analysts.

But Mr. Vogel addressed industry and financial community naysayers, who point to the interex-
change carriers’ strong brand identitics and national marketing experience as evidence that the Bells
may be doomed when competition blossoms in all telecom markets. “Evaluations based on brand name
are overly simplistic and reflect a poor understanding of brand strength in the market,” he said.

The Dillon, Reed analyst sees a potential for “tremendous sustained growth” among the Bell com-
panies based on the following factors:

¢ The low penectration rates for value-added services, such as Caller ID;
® The increasing number of new products being introduced by the Bells; and
® The diversity of sales channels they now employ to reach new customers.

That message was not lost on the Bell executives. Recent RHC advertisements, which were a
centerpiece of the conference, are aimed at extending the Bells” presence beyond their home markets
and traditional product lines. They consistently focus on the same themes: simplicity, technological
superiority, and familiarity. But cach company also has taken a different tack in approaching—or “re-
approaching,” according to some cxecutives—current and future customers.

GTE Promises To ‘Help’ Customers

GTE Telephone Operations, for example, predicates its new advertising campaign on the premise
that consumers are “confused” and need help in deciding where to turn for telecom services, according
to Clarence F. (Butch) Bercher, President-consumer markets. The company is using the Beatles’ tune
“Help” in its television advertising.

Telecommunications Reports
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BcllSouh Corp. has signed a non-binding letter of intert to buy National Wireless Holdings, Inc.’s
MMDS. {mulichannel muRipoint distribution service) assets in the Miami aréa 1ot $48 miliion i stook!
The companies said further detalis aren’t available becauss they still are hegotiating a- defitikive agreev <.
ment. BeliSouth; which recently won the right to operate an ' MMDS system: in. New Orieans (TR, June 57&f
3),.is amang:Bell companies that have started amassing wireless cable TV assats to facilitate quick 77"/
entry into video markets. BeliSouth also has obtained cable TV franchises in the Atlanta area; Daniel
istand, $.C.; Vestavia Hills, Ala., and St. Johns, Fla.

e
-

Tt cprrently is signing more than 90wmng dlm'h'he customer% Y uilht 21 srates wheré l’"‘
05"'" dhe service,” The” 00':?5‘"! Paid ’ﬁf begin interexchange qpenﬁom?ﬁy?ennsﬁvaxua y}i .
weiks, 1ié said; and will provide service"indll 50 states by year-end. | | n 1on

us T ) 1ge ¢ 9

James A. Smiith, VP-and:General Managef-local miirkets for U S WEST Communiications; Tnc -
might have called his conferenice presentation “Leveraging Localness.” - He said U S WEST and 4lf ‘the’
Bells mst be better at'séginenting their markets and understanding local customers. “We have dn "ir-
opportunity to have a better-understanding of our local customers:than the compariies enteting ouf™ "
markets,” he said, noting that targeted marketing is U S WEST’s primary stratogy for retaining Iocnlf
exchange market share. CEELn am e g laT

Mr. Smith admitted that this markctmx appmach is new for Bell compames, wh:ch “usedto  Yiew
our custormers as the public uulity commissioners and staffers. ‘It’s a new thig for us to be able }5‘ <
addréss various marketing-standpoints,” he said. U S WEST was the first RHC 10" unify its telco opera-
tions under a single brand name, U § WEST Communiations, Inc. And it was the first to orient its
business units to market segmemts, such as video services, telephone opcmtxons, and data networhng

The new marketing orientation also occasioned more fundamental changes at U S WEST,
Smith said. He noted that the telco has replaced most of its senior executives over the last thred u;s
That story was a familiar one to many Bell representatives at the conference, some of whom only a’few
years ago were working. for- companies such as AT&T. Mr. Smith, a veteran of the old Bell System; "

joined Pacific Northwest Bell in 1979 and is one of only WO senior managers remammg ftom the ongl :
nal U S WEST Gommmﬁcanons team, he said.

Mr. Slmth also au'ed anothcr familiar (if new-found) anthem among the Bells. “We are becommg
more and more rigorous in-our cash-flow decision making,” he said. In a competitive environmeat
where no company will have a guaranteed income, the Bell companies must “make every marketing -
dollar count,” he said. For example, U S WEST is working to reduce its marketing “cycle time™—the
amount of time it takes to mount a response to a competitor’s marketing initiative. The key is to
respond in “no more than three days,” he said.

“We have been network-centric businesses, but that is no longer the case,” Mr. Smith said. He
noted that at U S WEST, “marketing is becomng first among equals, at lcast in my opunon If the

Bell companies don’t take advantage of the unique characteristics of customers in their regions, thcy
will lose an inherent advantage, he wamed. :

W e Keep High-Value Cu

Brian R. Lane, Group VP-marketing for NYNEX Corp., noted that his company has somewhat
more experience with local competition than other RHCs. But for NYNEX, it is the “globalization™ of
telecommunications that is driving marketing plans. “New York City is the birthplace of local competi-
tion. . .We're not concerned about opening the local market,” he said. NYNEX is looking forward to

Telecommunications Reports
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have to.)catti -how-toJose:customers profitably.” . That concept-is unfamiliar to monopolists, but -
NYNEX has ieamed ﬂmiunntlnoughcompenuonmmemdATA(loal accssandtransport
area)‘o&iemeemamet,heuid.

Mr. Lane said NYNEX is winning back customers it lost in the intral ATA toll market in New
York (calls placed between New York City’s five boroughs). New Yorkers can presubscribe to an
intralLATA toll carrier .as well as an mterexchange service tarrier. NYNEX has lcamed lessons about

market segm Competitors “arg. hamgahnrdﬂncﬂgﬂhgmehiﬂlvﬂnemm he aaid,
Mh&s&m

noting that’ able to mman; b% customers, which typically make 2.lot
of mtmLATAMlﬁll&

' ‘l'he vehicle for NYNEX's success i this market is an optional flat-rate pricing plan. It has signed
up 1.7 million subscribers for the plan in the last-ycar. Whea NYNEX knew the intraLATA toll:mar-
ket would.be-opened to competition, -it was able to;pre-position its plan to retain customers, Mr. Lane -
said. -It ran-adsthat equated competition with confusion and frustration, and it targeted small bugs:-
nesses.. The. calling plan not orly-helped customer retcnnon, zulso snmulated usage, which helped to
offsct competitive Josses, he reported. . . R S R _ SRS R

‘t _..L.fsf -&

-President and Chief Exccutive Officer. q!Bell Atlantic- Communications, Inc.

‘amiit), said, “Clearly our intention is % have a strong retail position” in both
core and em yn;narkeu, ‘Bell Atlantic belicves its new markets (e.g., long distance service) have .
more upsnde ‘than its core business. For example, customer. usage of long distance service “is growing
in double dlglts, un!'ike local service,” he said.

. “Inthetvqy?lm lttookustoget tnio longcﬁmnce,themnkct gcwbyszmmon That's $2. _
billion morc, of new operating margin that we can go after,” l‘l’,, Bmford said. Bell Atlantic expects to
cafry 25% of. in-region, long; distance calls by the _
year 2002, he added.  Almost 40% of the long
distance calls orfgmatmg in Béll Atlantic’s seven
states also terminate in those states.

o ;"'" AT&T's BILLING - e
AT&T Corp. has launched a new service
platform providing business customers con-

. ™ . . solidated billing and customer service. The
ing perspective,”; he said, adding that about 80% platform, cilled "AT&T.ALL," aliows custom-

" “That's sxgmﬁmt t'rom a cost and market--

of long distance revenues are generated by resi-
dential consumers and small businesses—market
segments Bell Atlantic thinks it can win over.

ers to change their choice of services at any
time without changing calling plans, AT&T

said.
. Bell Atlantic currently is leasing Sprint The program includes cellular, long dis-
Corp.’s long distance services for resale to cus- | tance, local exchange, messaging, local tol,
tomers in North Carolina, Michigan, and Texas. ‘| Intemet access, calling card, and “500 Easy-
It pays Sprint roughly 1.5 cents per minute for Reach” service. It will be expanded as new

each call, Mr. Binford said. But after Bell Atlan- | business services are offered, AT&T said.
tic completes its merger with NYNEX, “the POP -
[point of presence}-to-POP costs will be material-
ly smaller.” NYNEX also leases Sprint’s long distance service; it has signed a contract for Sprint to
carry in-region long distance calls when NYNEX is allowed to enter that market.

Yelecommunications Reports
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week thet MCI's Mass Markets Division is undergoing a “minor restructuring” that invoives a “few huny->h:.| -
dred” workers w32 0l cehters nationwide. Bummmwm‘MMmmbomﬁu
f’f-mm&oﬁwnchihmmrm : e RUTLATN SN ot 'i

The call eum provido siles and support suvices to reudon!ill long distance customon Mfeet

~ ed workers—al nonumion—inciude sales personnél, managers, telemarketers, and customer service
representatives, the spokesman said. Some workers are being resssigned,others are being ofhrod "
severance packagas, and some can choose betwseen those options. The severance package te
FSMTW bﬁﬂnm described them as “generous” arid based on length of &

-.‘. 5T 3 -.uli H ",‘:':.'-;)i""‘- b o S BENE N PIEL O TTLRANe -':s"

-
l.' - " - .

Bell Atlaxitic estimata that it will cost $250 million‘to build a long distance network in its mid" - ™
Atlantic region. Once the network is completed, the company would reduce its transport costs on in-
region long distance calls “by more than haif a penny,” " M. Binford said. He told-TR that to bu ,
long distance network in NYNEX’s region would cost ess than “$250 million.” Bell Atlasitic int2iids to
compiete -its network .in 1997, about the same- time it expeas to oﬁu m—reg;on longdlmnc: servites.

Ove( I&Gt two years "Bell Atlantlc product lmes have been put in placc so that Jong d:stance %e.hs
plugged in,” Mr.. Blnford sald. The ¢ company also has been nmnmg generic ads with its. spokum m A
Jamfics Earl Jones, projecting Bell Aflantic’s “tota) provnder" xmage. “In every-month, well over amil-
lion” custoiners ask us about Bell Atlantic long distance service,” Mr. Binford said. .. And when Bell,
Atlantic has satisfied federal requircments for providing in-region long distance services, “We'll be aﬁc
to ask, ‘Do you use Bell Atlantic for all yours long distance needs?'” Mr. Binford expects that Bel} -
Atlantic’s telco in Maryland will be the RHC’s first to meet requirements of the “competitive checkﬁst"
spelled out in section 271 of the Telecommunications Act of 1996. (G'xeckhst reqmrcmcnts must be .
met before.a Bell company provides in-region interLATA services.) R N

Bell Atlantic also is keepmg a close eye on the intraLATA toll market, cspeaa)ly in Pennwlvama
and New Jersey, which constitute more than half of Bell Atlantic’s $1.5 billion intral ATA toll franchise.
Last month Bell Atlantic introduced a flat-rate pricing plan in New Jersey. In Pennsylvania, it is offer--
ing various.intralL ATA toll discount plans that are offsct by hikes in the pnce of dn'eetory assxstanec
and “0+” services, . .

_ e
BellSouth Pumps Up Brand Name

For BellSouth Telecommunications; Inc., new competitive opportunities present new challenges.
Test marketing over the last two years showed that BellSouth “wasn’t being given credit” for its techno-
logical leadership and its high service quality, said Charles B. Coe, Group President-customer opera-
tions. Part of the problem involved the consolidation of BellSouth’s telco operations under the single
brand name used today.

- In October 1995, fewer than 30% recognized the “BeliSouth” brand name. So it embarked on an
aggressive strategy of “brand building.” BellSouth’s advertising is geared to linking technological inno-
vations with the needs of ordinary people. And like some other Bells’, its ad campaigns also have
stressed the unique features of its service territory. Today more than 80% of the customers surveyed
recognize the brand name. Nevertheless, Mr. Coe said, Bell companies “cannot depend on advertising
and marketing alone.” They “must deliver on [service] promises every day. Service quality is number
one on our list; it should be number one on anyone’s list,” he said.

For example, the company has succeeded with its “customer-desired due date” provisioning system,
which allows customers to decide when to receive the monthly telephone bill. “Everybody loves it,” Mr.

- ' ' Telecommunications Reports
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Co¢ daid. AnJﬂ:etebodungcdiuphﬂuophymudprouem-whhgbyemphmng“mubkmo-
Jution” oves “operational efficiency:> ‘BellSouth, like most telcos, used to measure its ability to respond
toamome:pmblembyhowlongadepuunmttooktopasthcpmbmtoanotlmdcpamnmt
"Nowwcmcmrehowoﬁcnapmblemlsraohcdaﬁcrdnﬁmmeraﬂ,"hcwd. .

“Markenng 101. sqy:p.mer mmn;mamcrs. Mr Coe said. That's a good stntegy forBeﬂ
South, which sesves 22 million access lines and has enjoyed a 20% growth rate in vertical services in the
last year. This year Mr. Coe expects BellSouth’s vertical service revenues to exceed $1 billion for the
first ime. “There is enormous Opportumty in vertical services growth when you consider [that] penetra-
tion mesjfor such services} are low,” he said.

. But markeungvemml fcatures nstneky Mr. Coe said. Consumers get “fuzzy” aboutconneam;a
technology with a brand name. “From a customer standpoint, being a technology leader is irrclevant.
¥ou've got to-find a-way to make technology marketable:”- BeliSouth was-abie to-use the Olympicsto- -
communicate how its technology cnabled people all over the world to experience the 1996 Summer

Thomas J Relmn, l’resndcnt—product managemcnt at Ameritech Corp was quick to note, "lhcrc
are some differences emerging among the Bell companies, and not just in the different adwmsmg
oompameswe use. If you: focus only on gaining or losing markct share, you miss the big picture.”
Ameritech, for cxample, is focused less on market segments and more on products. “Product manade-
ment has been a nondcvelopcd discipline in communications. . .Wé became serious about it four years
ago as we bepn acquiring produet managers” from other mdusmcs, he sald.

1

Ameritech also has been trying to show how its technology. can affect the lives of ordinary Amen-
cans. But it has taken that: cffon farther than other Bell companies. Ameritech operates the “Human
Factors” program to test-market its products in small towns. This testing early in the development

cycie helps to ensure that Ameritech’s products (interactive TV, for example) are my to usc and un-
dersund, Mr Rclman said.

Amemech has seveml products undcr dcvelopment—a farm‘ly of voice-recognition product; for
cxamplc And Mr. Reiman said there is a “strong” customer need for its Speaker ID, computerizéd
training, national directory assistance, and asynchronous digital subscriber line (ADSL) offerings. He is
particularly excited about Speaker ID, which verifies a speaker’s voice pattern. The company markets it
to law enforcement agencies as a method of monitoring home-incarcerated criminals. In one deal,

Ameritech sold the system to a law enforcement agency, which now resells it at a markup to prisoners '
who want to be incarcerated at home. :

Asked what Ameritech has “leamned from local competition in Michigan,” Mr. Reiman said, “Cus-
tomers get confused and they don’t want to be confused. They got tired of the long distance wars.”
Competing on price isn’t going to attract customers, he added, because pricing systems often are con-
fusing. Regarding other markets, Mr. Reiman said, “Our cable TV experience is wonderful. We com-
petc with cablec TV companics that have franchises all over the country, but they go in to do something
special only in the markets we're in.” Ameritech operates several cable TV companies in Ohio and Illi-
nois and is building its own systems in several states.

P Bell res for istance F

Elizabeth A. Fetter, President of the Industry Markets Group at Pacific Bell, highlighted her
company’s “record year” for wholesale sales that surpassed company projections. The number of new
lines served also has bounced back this year: 432,000 between January and June. That’s a 400% in-
creasc over last year’s performance and 150% better than the company's four-year average for the first

Telecommunications Reports
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slxmonths in eacbofthaeyars. She acknowledged that the financial: community:long has regarded
Pacific Bell’s parent company, Paaﬂc Telcsu 'Group, as among the weakest RHGs. -

»

Pacific has. suﬁered from a chronically slumping California cconomy for scveral years, whxdut -
blames in part formawmcam line growth over the past two years. It also took financial hltswhen
Pacific Telesis spun off its unregulated service unit, AirTouch Communications, Inc., in 1994 .and the
telco drastically cut switched access rates in 1995. Now those moves are bcgmnmg to pay off, said Ms. -
Fetter. California has the lowest switched access rates in the country, averaging 2 cents to 3 cents a
minute. In contrast, Texas has one of the highest rates, ncarly 12 cents a minute on average.

. Those figures will be very important as the battle for long distance customers heats up next year,

Ms. Eetter said. .California is a.bonanza market for long distance calling. Nearly:25% of all 'U.S:R

distance phonc cefis-originate in the state.” And the high votume, éhe said, makes Pacific Belt & bif 98~
target for the interexchange carriers because “the stakes are higher.” ‘California ‘accounts for an 'egd713

mated 20% of AT&Ts total originating minutes of use, 19% of MCI Telecommunications Corp.’s; 23%
of Sprint’s, and 17% of WorldCom, Inc’s.

10 for

Like NYNEﬁ ‘on d!c other coast, Pamﬁc TCICSIS is adoptlng 2 more. dc&:nnve stmtcgy to h .
to customers in its ‘focal service markets. *Pacific “is trying to make resale as attractive as possible |
potential markct cntrants 'Ihat s the best way it can preserve revenue as oompcuuon bcgms, Ms. ,_u
Fetter said T~ . A

: . . ' "’th

She cited “four ways you can sefve customers in a competitive environment: (1) a clear sale,’in
which youmam the customer and provide all the services; (2) resale at, say, a 20% discount [off theto.
retail rate], in which you keep the.petwork traffic; (3) near sale, in which you don’t carry the traffic ¥nd
only scll the link between the customer and the service provider; and (4) no sale.” She added, “We're

being very aggressive about negotiating with competitive LECs to make resale as attractive as possible
and to retain as much revenue share as possible.”
oattin
wmmmgm Sk
James D. Gallenmore, VP-marketing for SBC Communications Corp., notcd that his oompany_
“makes a big distinction between the rules of cngagemcnt and preparing for competition. My job is to
be ready to compete, no matter what the rules are.” He hlghhghted Southwestern Bell Telephone Oo’ %

preemptive moves to block future competitors from gaining a foothold in its local markets. i

For instance, “We knew competitors would attack multidwelling units” as a market-entry strategy,

- Mr. Gallenmore said. So Southwestern Bell started a program three years ago to sign multiyear con-
tracts covering local and long distance access services to big apartment buildings. It now has about 900

complexes under contract, preserving about 200,000 “highly threatened consumers.”

Mr. Gallenmore also trumpeted “Local Plus,” Southwestern Bell’s flat-rate calling plan for intra-
LATA toll calls. It plans to roll out the service in its first major market this year—the Dallas/Fort
Worth area. Southwestern Bell has taken 12,000 advance orders for the plan through a “limited, highly
targeted” marketing campaign that didn’t include direct mailings or broadcast advertising, he said. That
experience has led SBC to say, “Yes, we are believers in flat-rate long distance services,” he remarked.

Like most other Bells, Southwestern Bell is concentrating on target marketing to take advantage of
unique populations in its service territory. For example, the company serves many Hispanic custoraers.
If the planned merger with Pacific Telesis takes place, the new company would serve 25% to 50% of
the total U.S. Hispanic population—a group with high rates of intemational calling, Mr. Gallenmore
noted. Southwestern Bell is targeting this population, as well as “busy households and campus popula-
tions.” These customers represent a natural advantage for Southwestern Bell, he said. (W]
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